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LEGAL NOTICE
The information herein represents the author’s current views as of the time of
publication. Because there are many factors that may change such views, the author
reserves the rights to alter such views based on the new set of conditions. 
The Publisher has strived to be as accurate and complete as possible in the creation of
this report.

Publisher assumes no responsibility for errors, omissions, or contrary interpretation of
the subject matter herein. Any perceived slights of specific persons, peoples, or
organizations are unintentional.

This book is not intended for use as a source of legal, business, accounting or financial
advice. All readers are advised to seek services of competent professionals in legal,
business, accounting, and finance field.
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Chapter 1

Don’t Confuse Loan Modification with Refinancing!

There are a lot of different mortgage terms being thrown around 

these days, with loan modification and refinancing becoming two of the 

most popular.   If  you are looking for a way to slash your mortgage 

payments, you may be considering one of these two options.  But wait! 

It’s important to know the differences between them to  avoid getting 

into another mortgage mess. 

Loan Modification vs. Refinancing

It  can  be  easy  to  confuse  a  loan  modification  and  a  refinance, 

especially  since  both  are  designed  to  lower  your  current  mortgage 

payment, but there are some important differences to consider before 

applying for either:

1. Refinancing a mortgage requires you to reapply for a new loan – a 

modification doesn’t.  Modifying your current mortgage is simply a 

way  to  change  your  current  mortgage  contract  by  asking  for 
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either an extension of the loan terms; an interest rate reduction; 

or principle forgiveness, to help you reach a payment amount you 

can live with.  Since most people needing to lower their payments 

these days do not qualify for a new loan, refinancing may not be an 

option. 

2. Since you already hold a mortgage, loan modification rules are a 

lot  more  lax  than refinancing  a  loan,  making it  much easier  to 

negotiate new loan terms.   

3. There is a lot less paperwork involved in a loan modification than 

a refinancing.  Remember all of that paperwork you had to fill out 

when you applied for your mortgage?  If you refinance you will 

have  to  resubmit  everything!   Depending  on  the  lender,  a  loan 

modification may not even ask you for your pay stubs! 

4. Refinancing a mortgage these days is tough!  It may sound crazy to 

think it’s easier to get a loan modified than to get a whole new 

mortgage,  but  it  is.   Refinancing  your  current  mortgage  will 

require equity in your house; a stable income; and a very good (if 

not great) credit rating. 
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If you are one of the millions of homeowners right now looking for 

ways to lower their monthly mortgage payment due to financial stress, a 

loan modification may be the better option.

Chapter 2

What You Need to Know About Loan Modification

How would you like to slash your mortgage payments by 10% … 

20% or even 50%?  Then you may want to consider asking your lender 

for a loan modification.  Of course, modifying an existing mortgage isn’t 

for everyone – it does some with some serious consequences.  But, if you 

are one of the millions of American families these days unable to make 

those monthly payments, it is definitely an option to consider.

Maybe  you’ve  heard  the  term  loan  modification,  but  you  aren’t 

exactly  sure  what  it  entails.   In  its  most  basic  form,  mortgage 

modification is a permanent change to your loan agreement designed to 

bring your payments down due to some sort of long-term financial crisis.
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There  are  several  ways  in  which  a  mortgage  can  be  altered  in  a 

modification:

1.  By extending the life of the loan.   Let’s say that you are five years 

into a 25-year mortgage and you suddenly become disabled.  Maybe you 

have enough income to keep your house as long as you can lower your 

monthly payments.  Your lender may be agreeable to extending that 25 

year loan to a 40-year term in order to get those payments low enough 

for you to afford. 

2.  By lowering your interest rate.  Adjustable subprime rate loans have 

gotten a lot of people into trouble in recent years.  As interest rates 

skyrocketed,  so  did  their  payments,  leaving  many  unable  to  keep  up. 

More and more lenders are now realizing the benefit of offering these 

homeowners  a  lower  permanent  rate  in  order  to  keep  them  in  their 

homes and up-to-date with their payments. 

3. Forgiving late payments, penalties and interest.   If you are one of 

those homeowners who fell behind on your mortgage payments due to a 

job loss,  only to discover that the penalties,  interest and late fees 

were adding up faster than you could pay them once you got back on 
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your financial feet,  you may qualify for forgiveness of these add-on 

fees through a loan modification. 

4.   A  partial  loan forgiveness.   It’s  not  very  common,  but  sometimes 

lenders will forgive a portion of a borrower’s loan if they believe the 

homeowner  can  keep  their  account  current  in  order  to  avoid 

foreclosure.  

Of  course,  knowing  the  different  types  of  loan  modifications 

available is only the first step in the process.  Here are a few other 

things you must consider when seeking this type of mortgage help:

• Whether or not your loan qualifies for modification.  In the past 

only  loans  held  by  the  original  mortgage  lender  qualified  for 

modification.  That rule is slowly changing, however, making this 

option available to more borrowers than ever before.  Still, there 

are strict qualifications for loan modification, so check with your 

lender to see if you even qualify.

• There  are  no  laws  requiring  a  lender  to  offer  modification 

assistance, no matter what the circumstances.  Approval is under 

the sole discretion of the lender.   No one can make them do it.
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• Modifications  are  easier  to  get  than  refinancing  or  new loans. 

Depending on the lender, the process can be much easier, involving 

far  less  paperwork  and  financial  information.   Some don’t  even 

require that standard income/debt ratios be met as long as you can 

prove that you can handle the new payment.

• Loan modifications are not new loans!  They are a change to an 

existing loan. 

• Although there are some small fees required for a modification, no 

standard closing costs associated with most mortgages apply. 

Now that you better understand what loan modifications are all about, 

you will be better prepared to negotiate one for yourself. 

Chapter 3

Tough Questions You Need To Ask Yourself
Before Requesting a Loan Modification on Your Mortgage

Loan modification is a real buzzword these days, with millions of 

homeowners looking into this viable option for slashing their current 
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monthly  house  payments.   But,  not  every  mortgage  is  eligible  for 

modification, and some people may actually be hurt by it. 

To figure out whether a mortgage modification is right for you, begin by 

asking yourself these important questions: 

Does my loan even qualify? 

Unless your mortgage is still held by its original lender (and most 

aren’t),  the  odds  are  you  don’t  even  qualify  for  a  traditional 

modification.  Until this year, any mortgage that had been sold to a new 

loan provider couldn’t even request a modification of terms.  Although 

this rule has been eased up a bit due to the current financial crisis, 

there is still no guarantee that you can even apply through a secondary 

lender. 

The best way to see if your loan qualifies for modification is to ask your 

lender. 

Am I behind in my mortgage payments?  
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Timing  is  crucial  when  negotiating  a  loan  modification.   Most 

lenders require you to be behind on your payments to qualify – but not 

too far behind.   Your best strategy is to ask for help as soon as you 

realize you can’t make your current payments, but before any type of 

foreclosure proceedings begin. 

What got me in this mess? 

Your lender is  going to want to know why you can’t  make your 

current mortgage payments and how you intend to make the new one. 

They  would  rather  negotiate  new  loan  terms  with  someone  who 

unintentionally got into financial trouble due to an illness or lost job, 

versus someone who overspent.  

Do I really want to keep my home – and my mortgage? 

It isn’t always easy to admit, but some people aren’t ready to make 

the hard changes necessary in order to meet their mortgage obligations. 

If you are one of those people, than you may want to consider other 

options.

Am I sure I can make the new payments? 
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Mortgage lenders only give you one shot at loan modification, so 

be sure you can handle whatever new payment you agree to.  If you fall 

behind again they’ll likely foreclose. 

Can my lender even lower my interest rate?

The most common loan modification tactic involves lowering the 

interest rate in order to lower the monthly payment. The problem is, if 

you already have a low interest rate, your lender may not be able to 

take it down any further. 

Do I have any better options?

If you lender feels as if you have other options that are better 

than a modification, they may require you to take one of those instead. 

So, be sure that you understand your options clearly before asking for 

a loan modification. 

Once you have answered these simple questions (honestly  now), 

you will have a better idea of whether or not a loan modification is the 

answer to your mortgage woes. 
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Chapter 4

Approaching Your Lender about a Loan Modification

Once you have taken a good hard look at your financial picture, 

and have figured out that you need help with your mortgage, it’s time to 

take some action! 

Here are some basic steps to getting your lender to agree to a mortgage 

modification:

Step # 1:  Be Pro-active
The best time to approach your lender for help is before you have 

become  delinquent.   Contact  your  mortgage  lender  as  soon  as  you 

realize that you are in trouble.  Once your account falls into arrears; 

it will be harder to convince the lender that you are trustworthy. 

Step # 2:  Check Your Lenders Website for Modification Procedures 

Many  lenders  these  days  are  offering  a  step  by  step  guide  to 

mortgage modification on their websites; complete with the necessary 

forms and contact names.   Although modification isn’t something you 

http://www.squidoo.com/discoverloanmodification

http://www.squidoo.com/discoverloanmodification


Loan 
Modification 

14

can apply for online, using the information on the bank’s website is a 

good guide for getting started. 

Step # 3:  Make a Call 
Once  you  have  downloaded  the  information  and  forms  you  need 

from your lender’s website, you must call them and let them know you 

are interested in a loan modification.  Have all of your paperwork and 

financial information ready when you call, and always ask to speak with 

a loss mitigations representative – they are the only ones authorized to 

modify any mortgage loan. 

Step # 4:  Keep Your Cool 

No  matter  how  the  person  on  the  other  end  treats  you,  it  is 

crucial  that  you  remain  calm  and  polite  when  speaking  with  your 

lender’s  representatives.   The  fact  remains  that  they  are  under  no 

obligation to help you and if you allow your emotions to run wild, you 

may find yourself without the modification help you need right now. 

Step # 5:  Get to the point
Once you get the right person on the phone you’ll want to make 

your pitch for a modification quickly.  Practice explaining your situation 

clearly  and  briefly  before  making  this  important  call.   Give  the 
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information  they  need  to  begin  the  process  without  belaboring  each 

point and wasting the representative’s time.  Remember, they must work 

with  hundreds  of  people  just  like  you  every  week  and  the  odds  are 

they’ve  heard  your story  a  thousand times  since  the  mortgage  crisis 

began.  

Step # 6:  Don’t Be Afraid to Ask for Help
Be sure that you know exactly what type of mortgage modification 

help you need and be sure to ask for it.  You wouldn’t believe how many 

people  call  their  lender  asking  for  help,  without  ever  telling  the 

person on the other end of the phone what they really want.  Then they 

are angry when they can’t get their payment lowered to the amount they 

need.  Be clear with your requests. 

Step # 7:  Be Sure to Follow up
Every time you speak with someone on the phone, be sure to get all 

of  their  contact information  (name,  title,  department,  phone number, 

etc) and document what you talked about.  That way, if questions or 

disputes arise, you will have a clear record of what was said (and by 

whom).  Finally, always send a written thank you to everyone you speak 

with as a polite follow-up to your conversation.  It’s a great way to 
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help people remember you and make them more willing to go that extra 

mile to help you out. 

Chapter 5

Asking Your Lender for Loan Modification Help

One of the biggest, mistakes you can make when hard times hit and 

you know you can’t make your mortgage payment any longer is to avoid 

asking for help. Asking your lender for help right away – before you get 

yourself into even deeper financial trouble – is your best defense. 

If you know that you’re going to be out of job in the next few 

months, or your interest rate is getting ready to be reset, act now!  It’s 

always  easier  to  negotiate  with  a  lender  while  you  remain  in  good 

standing,  rather than after you’ve missed multiple payments and they 

have decided to foreclose on your property. 

The first step to negotiating a loan modification is simple: pick up 

the phone and let them know that you are in trouble.  Call the 1-800 

customer service  number found on your payment coupon and  ask  for 
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help.  Keep in mind that these phone representatives can’t give you the 

help you need, but it is a good place to begin.   Calmly explain your 

situation and ask to speak with someone in the company’s loss mitigation 

department.  You may be lucky and get right through, or you may enter 

into  an  exhausting  and  frustrating  game  of  phone  tag  as  you  are 

transferred from one department to another.  

Keep in mind though that it is the loss mitigation department that you 

seek.   They  are  the  only  ones  authorized  to  negotiate  a  loan 

modification

Once you finally make it through the maze of phone contacts to 

the department you seek, be prepared to simply explain your situation 

and what solutions you have come up with.  Have solid budget numbers in 

front of you so you can prove that you deserve a loan modification. 

No matter how prepared you are for this phone call, the odds are 

against them agreeing to a modification of your loan right away.  Your 

first contact is simply to get your foot in the door and get the ball 
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rolling.   It is the lender’s job to get all of their money, and your job to 

negotiate a payment you can handle, so be willing to negotiate!

Here’s  an  important  tip:  document  every  conversation  you  have 

with your lender including the day, time and name and job title of the 

person  you  spoke  with,  as  well  as  a  detailed  description  of  your 

conversation.  If you can get a direct phone line number, great!  It’ll 

make  follow-up  calls  much  easier.   Always  follow  up  with  every 

conversation with a letter that details your conversation. 

Admitting that you need help isn’t going to be easy, but until you 

take this initial step, you aren’t going to be able to get the help – and 

the loan modification – that you need. 

Chapter 6

How to Negotiate a Loan Modification

It can be hard to face your mortgage company to ask for help.  It 

can even be harder to negotiate a loan modification you can both live 

with.  While it may seem at times as if your lender is playing hardball 

http://www.squidoo.com/discoverloanmodification

http://www.squidoo.com/discoverloanmodification


Loan 
Modification 

19

(and they probably are) remember, they are doing you a favor by even 

considering changing the terms of your loan.   No one (not even the 

federal government) can make them modify your loan, so it is in your 

best interest to negotiate nicely. 

That doesn’t mean that you can’t negotiate a new payment you can 

both  live  within  the  years  to  come.   You  just  have  to  learn  a  few 

negotiation tips.

Tip #1:  

Lenders Aren’t As Opposed to Modifying Loan Terms As They Once Were

With foreclosure at an all-time high, lenders aren’t as resistant 

to negotiating mortgage modifications like they once were.  If you are 

proactive, able to ask for a loan modification before your home enters 

the  foreclosure  process,  you  can  save  your  lender  thousands  of 

dollars in lost revenue and fees; making them more likely to negotiate. 

Tip # 2:  Don’t Be Confrontational

Too often people look at the negotiation process as something that 

must be confrontational.  In reality, nothing is further from the truth. 

Instead  of  fighting  your  lender  throughout  the  negotiation  process, 

enter into it with the mindset that the two of you are working together 
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to find a win-win solution to your problem. If you consider yourselves 

adversaries, the conversation will be a very different, and, and much 

less effective.  

Tip # 3:  Control Yourself

Facing your financial situation can be emotional.  Add to that the 

stress of trying to convince your lender to let you off the hook for 

some of your debt, and you can quickly find yourself showing too much 

emotion.  Don’t let your pride, your sorrow or even your frustration get 

in the way.  Keep your emotions in check with every bank representative 

you  speak  with.   Some  will  be  easier  to  handle  than  others  so  be 

especially careful when dealing with the harder ones.  

Some things to remember when speaking with your lender are that 

they didn’t get you into this mess; you did and they are only trying to 

help.  Stay calm and always be polite. If you are very concerned about 

your emotions becoming a problem, you can always:

• Ask the person on the other end to hold for a second to give 

you time to collect yourself.

• Stay focused with a pre-prepared list of questions. 
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• Breathe  deeply  and  pause  before  answering  questions  and 

speaking

• Don’t allow yourself to sound frustrated or angry – it won’t 

help!

Tip # 4:  Put yourself in your lender’s shoes

Think like a lender and you just might be able to negotiate a better 

outcome.  Remember, your lender gave you the money for your house in 

the first place to make money, so be sure to find a way to convince them 

that their investment is sound; with some adjustments, of course.  Be 

attentive  to  what  the  representative  is  offering  and  be  willing  to 

concede some issues in order to get the loan changes you need. 

Tip # 5:  Do What It Takes to Make Your Modification Happen

Don’t be afraid to ask your lender what you need to do to get your 

loan modified; then be willing to do it!  If that means selling your car or 

giving up your cell phone, than by all means agree! Some lenders don’t 

ask  their  clients  to  make  lifestyle  changes  in  order  to  get  a  loan 

modified, but some do.  Be prepared for either scenario. 

Some questions you might ask your lender include: 
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• What can I do to make this modification work?

• Do you have any  concerns about my request you’d  like  me to 

address?

• What can we do together to complete this modification?

Tip # 6:  Tell the Lender What You Want

Now is not the time to beat around the bush.  If you want your 

interest rate lowered to 5%, say so.  If you need a payment under $1,200 

a month; tell them!  If there was ever a time to know exactly what you 

need and communicate it, this is it!  

Tip # 7:  Offer Several Options 

Sure, you may want a 2% interest rate, but if you let your lender 

know you’ll take a 4.9% interest rate; or a term extension as long as 

your payments are less than $1,500, you’re more likely to get what you 

want.   Show your lender that you’ve done your homework and know 

what  you  want  and  need  by  offering  them  several  solutions.  A  few 

things you could ask for include: 

• Freezing your current interest rate
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• Lowering your interest rate

• Increasing the loan term

• Penalty forgiveness

• Forgiveness of a portion of the principle of the loan

By following these basic tips,  you’ll be in  a much better position to 

negotiate the new loan you both want – and need. 

Chapter 7

Writing a Hardship Letter

One  of  the  first  steps  in  requesting  a  loan  modification  is 

submitting a hardship letter which outlines your financial situation and 

why you need help.  

Designed to explain how you got into your current financial crisis 

(and  what  you  intended  to do  to get  out  of  it  –  and  stay  out),  the 

hardship letter can sometimes be the only thing that sets you apart 

from  the  hundreds  of  other  loan  modification  requests  sitting  on  a 

reviewer’s desk.  That’s why it is so important to learn how to write one 

that will get noticed. 
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Knowing  the  right  ways  (and  wrong  ways)  to  write  a  hardship 

letter can make a big difference in convincing a lender to modify your 

loan.  Remember, they are doing you a favor by even considering your 

request, so be polite and agreeable.  Don’t gripe or complain in your 

letter, and don’t be so overly dramatic that it turns the reviewer off. 

Instead, opt for a simple explanation that tells them your situation in a 

genuine voice. 

Do your best to keep your letter at a reasonable length (less than two 

pages) – no rambling allowed!  The average mortgage lender these days 

may receive hundreds of these requests a week and simply doesn’t have 

time to wade through pages and pages of explanations regarding why you 

find yourself behind in your payments.   Respect their time and they’ll be 

more willing to help. 

Besides, by now they’ve heard just about every story imaginable; 

and the odds are you aren’t going to tell them anything new.  Whatever 

excuse you can come up with probably won’t elicit much sympathy, no 

matter how creative you think your approach.  Honestly and humbleness 

truly is your best tactic right now. 
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The absolute best (and most productive) hardship letters are short 

and truthful.  They avoid going into too much detail, opting instead for 

a  simple  explanation  and  resolution  request.    Saying  something  as 

simple as “due to the recent interest rate readjustment on my mortgage 

and decreased hours at my job, I’m finding it difficult to keep up with my 

new higher payments,” may be all that’s necessary to get what you want. 

Lenders know how tough it is right now and they don’t need any lengthy 

explanations. 

Still not completely sure how to write your own hardship letter?  Here 

are a few simple guidelines to get you started: get started?  

• While trying to keep your letter short, don’t risk being too vague. 

Be sure to include all necessary information and documents such 

as medical receipts; death certificates; unemployment notices; etc. 

• Write with some feeling and emotion.  

• Identify the reasons for your failure to keep current with your 

monthly  payments,  including  any  DATES  which  coincide  with  the 

delinquency period. 
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• Tell your lender what you want: a lower interest rate; a longer 

loan term;  etc.   You  may  even want to list  a proposed  monthly 

mortgage amount that you know you can handle. 

• Show a willingness to work out an equitable solution – never be 

confrontational

• Be  polite:  always  thank  the  lender  for  his/her  time  and 

consideration. 

• Include your current contact information. 

• Enclose bank statements from the past two months, late notices on 

your car, last year's tax returns, and anything else you can find 

that can verify your financial state.

Of course there are a few things you should never put in a hardship 
letter, lest you risk turning the reviewer off:  

• Details about your legal problems.  The point of this letter is to 

make you look responsible, so don’t give your lender any reasons 

to think that you aren’t. 

• Details of your impending divorce or other personal issues.  If they 

are  pertinent  to  your  case,  than  only  give  the  most  basic 

information – and don’t editorialize! 
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• Any reasons you are overextended other than those which are out 

of  your  control  such  as  a  job  loss;  illness;  death;  interest 

readjustment, etc.   Otherwise you may look like an irresponsible 

spendthrift. 

• The fact that you will claim bankruptcy if they don’t approve your 

modification application.  If they think they’ll lose money on your 

loan anyway, they won’t have any incentive to try and help you out. 

• Any other threats of nonpayment.  Banks don’t respond well to 

threats, so don’t even try this approach. 

Now that you have a better idea of what to include (and keep out) of 

your hardship letter, it’s time to set pen to paper and get started.  

Chapter 8

Buried in Paperwork:
The Forms you’ll need to Apply for a Loan Modification

Remember back to when you first decided to buy your house.  Think 

about all of the paperwork you had to fill out and the financial forms 

you had to gather to get your mortgage.  The good news is that applying 
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for a loan modification isn’t going to be that complicated.  You will, 

however, still need to gather some information including the following 

documents:

• Your hardship  letter –  this  explains how you got  yourself in 

financial trouble and what you intend to do to get out and stay 

out!

• Copies of at least a month’s worth of paycheck stubs to prove 

your income

• W-2 forms and tax returns for the two previous years

• A worksheet detailing your debts and assets, and other financial 

information – this will give the lender a basic overview of your 

financial status and what payment amount you can ultimately 

afford

• Copies  of delinquent notices from any accounts that you are 

behind in payments

• Bank statements, investment and other statements for the last 

several months
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• Any  paperwork  that  would  support  your  financial  hardship: 

legal notices, death certificates, divorce paperwork, or medical 

bills

• Your new household budget

• Certificates  from  any  financial  classes  you  have  taken  in 

preparation for your loan modification and budgeting – this will 

show  your  lender  that  you  are  serious  about  changing  your 

financial status

• Savings account statements or proof of other savings

• Your original mortgage paperwork and/or coupon book

• Proof of property taxes and their payment status

• Homeowner’s insurance policy with premium details

One look at the list above and you may be worried that negotiating 

a loan modification is going to be a big exercise in frustration.  Relax. 

Chances are you won’t need everything listed here, but it’s best to be 

prepared.  Once you begin the modification process things will go much 
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smoother (and faster) if you have the information and documentation 

your lender needs. 

One of the most important documents you will have to fill out 

during the modification process will be the application. Be sure not to 

leave any questions blank.  This could raise some questions you don’t 

want asked.  Besides, leaving empty spaces will only delay the process. 

Once you have gathered the information listed and filled out your 

modification application, you’ll be well on your way to negotiating new 

loan terms.  Be sure to stay ahead of the game by having the information 

you need readily available should your lender ask for it. 

Chapter 9

How a Loan Modification May Affect Your Taxes

Modifying your mortgage has gotten a lot easier in recent months, 

and now the U.S. government is waiving some important taxes associated 

with the procedure – at least temporarily. 

In  the  past,  homeowners  who  were  granted  a  loan  modification 

were  forced  to  pay  high  taxes  on  any  loan  amounts,  interest  and 

penalties that were forgiven by their lender.  That left many strapped 
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homeowners getting out of trouble with their mortgage lenders, only 

to find themselves in even more trouble with the IRS!   The good news is 

that the federal government has taken steps in recent months to ease 

this tax burden on those seeking mortgage help between 2007 and 2010. 

The problem is if you don’t understand how this tax reprieve works, you 

could find yourself paying the IRS big bucks down the line. 

One  of  the  biggest  problems  with  the  new  law  is  that  it  only 

affects federal taxes.  Many states continue to collect income taxes on 

mortgage forgiveness amounts, leaving some taxpayers owing thousands 

in state taxes after a loan modification. 

Another  thing  to  consider:  the  timing  of  your  mortgage 

modification.  Considering the fact that it can take months for approval, 

those beginning the process in the next several months may find their 

modification  approved  after  the  tax  reprieve  deadlines,  which  would 

require them to once again pay federal taxes on the modified amounts. 

It’s a little-known tax rule that few people know or understand which 

is causing real financial distress according to Senate Finance Committee 

Chairman Max Baucus (D-Mont.).  In a statement released by his office, 
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Baucus  said  that,  “Homeowners  who  are  already  in  trouble  on  the  mortgage 

certainly can’t afford a big hit from the tax man too.

 In response to the many questions being posed by the temporary tax 

reprieve, the Internal Revenue Service (IRS) has published a booklet, 

“Questions and Answers on Home Foreclosure and Debt Cancellation.” 

The following is a brief excerpt to provide a few answers to some of the 

most common questions you may have regarding this matter:

1. What is Cancellation of Debt?

If  you  borrow money  from  a  commercial  lender  and  the  lender 

later  cancels  or  forgives  the  debt,  you  may  have  to  include  the 

cancelled amount as income on your tax return

2. Is Cancellation of Debt income always taxable?

Not  always.  There  are  some  exceptions.  The  most  common  situations 

when cancellation of debt income is not taxable involve:

• Bankruptcy
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• Insolvency: If you are insolvent  (your total debts outweigh your 

assets) when the debt is cancelled, some or all of the cancelled 

debt may not be taxable

• Non-recourse loans

Before  agreeing  to  nay  loan  modification,  be  sure  that  you 

completely understand that tax ramifications it may cause.  Otherwise, 

you may find yourself getting out from underneath one kind of debt, 

only to discover you have incurred another. 

Chapter 10

The Loan Modification Timeline

Once  you  have  contacted  your  lender  regarding  a  loan 

modification, the process can go fairly quickly.  Here’s a basic rundown 

of the mortgage modification process and how long each step takes to 

give you a better idea of what lies ahead:

• Obtaining  your  modification  package :   Getting  a  loan  modification 

package in the mail can take anywhere from a few days to a few 

weeks, depending on how long it takes for you to get a hold of 
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the right loss mitigation manger, and of course, how many other 

modification requests being considered at the moment. 

• Submission of the loan modification package:  If you have taken the time 

to gather all of your financial information while you waited for 

your package to arrive, you should be able to fill it out and get 

it back to your lender within a few days. 

• Underwriting your loan and internal auditing:  Once your lender receives 

your modification package, they will check it over for mistakes, 

and then send it on for an in-depth review.  Assuming that no 

questions arise regarding your paperwork, this should only take 

a few days. 

• Assignment  to  a  mitigation specialist:  After  being  reviewed by  the 

underwriters (which can take another week or two), your case 

will be assigned to a loss mitigation specialist who is authorized 

to  make  the  final  decisions  regarding  your  loan  modification 

request.

• Decision and mitigation process:  One of the longest parts of the 

process, this step can take several weeks as your loss mitigation 

specialist reviews your request and begins negotiating new loan 
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terms with you. It may take a week or two or even a month or 

two to complete – that really depends on the specialist’s case 

load. 

• Completion  of  the  new  loan:  Once  your  modification  request  is 

approved, your lender will send you a packet to fill out and sign 

within 3-5 business days to complete your modification.  

As you can see, getting your loan modified can take several weeks to 

several months to complete.  The key to getting what you want is being 

pro-active and patient, all at the same time. 
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Recommended Resources

- 60-Minute Loan Modification
Lower Your Monthly Payment & Interest Rate Fast!
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